AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON MODIMOLLE LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 I have audited the accompanying financial statements of the Modimolle Municipality, which 
comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information as set out on pages xx to xx. 

Accounting Officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa (Act No. 56 of 2003) (MFMA). This responsibility 
includes: designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3 As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 1 996) 
and, section 4 of the Public Audit Act of South Africa. 2004 (Act No. 25 of 2004), my 
responsibility is to express an opinion on these financial statements based on my audit. 

4 1 conducted my audit in accordance with Internationa! Standards on Auditing and Genersl 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5 An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, ^e auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 



Basis for qualified opinion 

Property, plant and equipment 

^ In terms of section 63(a) 

of the MFMA the accounting officer is responsible for the management of the assets of the 
municipality, inciuding the safeguarding and the maintenance of those assets. My findings 
below confirm that this section of the MFMA was not complied with: 

o Land owned by the municipality is not reflected in the asset register 

Leave provision 

g As a result of inadequate 

administration and record keeping over the municipality’s leave records, the completeness 
and valuation of the leave provision amounting to R3 923 210 and (2009; R3 142 486) as 
disclosed in note 12 to the financial statements could not be verified. The municipality s 
records did not permit the application of alternative audit procedures regarding the leave 

provision. 

Inventory 

9 During the stock count, I identified material discrepancies between the inventory records 
and the physical stock on hand at the municipality. These discrepancies were not resolved 
or adjusted in the underlying accounting records and financial statements of the 
municipality. The effect of the invento^ balance of R4 302 880 as disclosed in note 5 to the 
financial statements could not determined. 

Employee Cost 

10. The employee related costs of R48 190 991 as disclosed in notes 24 and 25 to the financial 
statements, does not agree to the balance of R47 410 267 per the underlying accounting 
records. The entity could not provide an explanation or supporting documentafion for the 
difference of R1 608 828.82 between the financial statements and the underlying accounting 
records. Consequently, the employee related costs is overstated by R1 608 828.82. 
Consequently I could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 


Expenditure 

11 Expenditure transactions amounting to R2 058 515 could not be traced to supporting 
documentation. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the occurrence, accuracy and classification of general expenses. 

Opinion 

1 2. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraph(s). the financial statements present fairly, in ail material respects, the 
financial position of the ModimoHe Municipality as at 30 June 2010 and its financial 
performance and its cash flows for the year then ended, in accordance with the South 
African Standards of Generally Recognised Accounting Practice (SA Standards of GRAP) 
and in the manner required by the MFMA. 

Emphasis of matter 

13. 1 draw attention to the matter(s) below. My opinion is not modified in respect of these 
matters: 



Restatement of corresponding figures 

14. As disclosed the statement of changes in net assets, the corresponding figures for 
accumulated surplus has been restated as a result of an prior period error of R40 063 462 
discovered during year in the financial statements of the Modimolle Municipality and for the 
year ended 30 June 2009. 

Fruitless and wasteful expenditure 

15. As disclosed in note 43.1 to the financial statements, fruitless and wasteful to the amount of 
R3 31 1 388 was incurred as a result of poor workmanship on the construction of the 
Mabatlane Reservoir and payment of interest and penalties to South African Revenue 
Services. 

Unauthorised expenditure 

1 6. As disclosed in note 43.2 to the financial statements, unauthorised expenditure to the 
amount of R9 038 658 was incurred, as a result of an overspending of the budget. 

Irregular expenditure 

17. As disclosed in note 43.3 to the financial statements, irregular expenditure to the amount of 
R1 249 168 was incurred, as proper tender process had not been followed. 

Material losses 

18. As disclosed in note 35.6 to the financial statements, the municipality suffered significant 
distribution losses of 1 2.9% for water and 20.4% for electricity. 


Material underspending of the budget 

19. As disclosed in note 14, the municipality has materially underspent the budget to the amount 
of R9 077 484. As a consequence, the department has not achieved its objectives. 

Additional matters 

20. 1 draw attention to the matter below. My opinion is not modified in respect of these matters: 

Unaudited supplementary schedules 

21 . The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
scheduie(s) and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

22. In terms of the PAA of South Africa and General notice 1570 of 2009, issued in Government 
Gazette No. 32758 of 27 November 2009 WncMe below my findings on the report on 
predetermined objectives, compliance with the with the following key laws and regulations 
and financial management (internal control). 



Predetermined objectives 

23. Materia! findings on the report on predetermined objectives, as set out on pages xx to xx, 
are reported below: 

Non-compliance with regulatory and reporting requirements 
Quarterly performance reports not submitted to Council 

24. Monitoring and reporting of quarterly performance results not adequate and consequently 
quarterly performance reports were not submitted to council and EXCO as required by 
Section 41(e) of the Municipal Systems Act nor submitted to the municipal manager and 
performance audit committee as required by regulation 14(c) (i-ii) of the Local Government; 
Municipal Planning and Performance Management Regulations of 2001 . 

Usefulness of reported performance information 

The following criteria were used to assess the usefulness of the planned and reported 
performance: 

o Measurability: Are objectives made measurable by means of indicators and targets? Are 
indicators well defined and verifiable, and are targets specific, measurable, and time bound? 

The following audit findings relate to the above criteria: 

Planned and reported performance targets not specific, measurable nor time bound 

25. For the selected objectives, more than 51% of the of the planned and reported targets were 
not specific in clearly identifying the required level of performance; 

o specific in clearly identifying the nature and the required level of performance: 

o measurable in identifying the required performance; 

o time bound In specifying the time period or deadline for delivery. 

Reliability of reported performance information 

The following criteria was used to assess the reliability of the planned and reported 
performance: 

o Validity: Has the actual reported performance occurred and does it pertain to the entity 
i.e, can the reported performance information be traced back to the source data or 
documentation? 

o Accuracy: Amounts, numbers and other data relating to reported actual performance has 
been recorded and reported appropriately 

o Completeness: All actual results and events that should have been recorded have been 
included in the reported performance information. 

The following audit findings relate to the above criteria: 

Reported actual achievement not reliable when compared to source information 

20 For the selected 

objectives, 50% of the reported indicators were not accurate on the basis of the source 
information or evidence provided to support the reported indicators 



Compliance with laws and regulations 


mmA 

Expenditure was incurred otherwise than in accordance with sections 1 5 and 1 1 (3) of the 
RflFMA resulting in unauthorised expenditure 


27 Expenditure was not incurred in accordance with the approved budget of the municipality 
and exceeded the limits of the amounts appropriated for the different votes in the approved 

budget of the municipality. 


Expenditure was incurred in contravention of or not in accordance with applicabie 
legislation resulting in irregular expenditure 

28. Expenditure was not incurred in accordance with the requirements of the s^jpply chain 
management policy of the municipality as set out in sectioni the definition of irregular 
expenditure" paragraph (d) of the MFMA. 

Expenditure incurred was made in vain or could have been avoided resulting m fruitless 
and wasteful expenditure 


29. Expenditure incurred was made in vain, and could have 

reasonable care had been exercised, as set out in sectioni the definition of fruitless and 

wasteful expenditure" of the MEMA. 


INTERNAL CONTROL 

30 I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives and compliance with the MFMA but not for the purposes of 
expressing an opinion on the effectiveness of internal control. The matters reported below 
are limited to the deficiencies identified during the audit. 


0 Leadership 

Oversight responsibility 

The municipality did not have sufficient monitoring controls to ensure adherence to the 
interna! policies and procedures at a programme/objective level, as well as for purposes of 
taking corrective action 

Tone at the top 

Management’s philosophy and operating style does not promote effective control over 
reporting. Performance is not measured. 

Action to mitigate risks 

Control weaknesses are not analysed, and appropriate follow-up actions are not taken that 
address root causes. The audit recovery plan was developed but the timeframes were not 
adhered to and as result the municipality is qualified on the same issues as in the prior year. 


o 


Financial and performance management 

Quality, reliable annual financial statements 



The financial statements and performance information were subject to material amendments 
resulting from the audit. Performance is not measured as the performance evaluation of the 
section 57 managers was not done. 


Proper record keeping 

The filing system in the human resources is not satisfactory 


Adequate systems 

General information technology controls are not designed to maintain the integrity of the 
information systems and the security of the data. 

Manual or automated controls are not designed to ensure that the transactions have 
occurred, are authorised, and are completely and accurately processed. 

Systems are not appropriate to facilitate the preparation of the financial statements and 
performance reports. 


Q Governance 

Risk identification 

Internal controls are not selected and developed to prevent / detect and correct material 
misstatements in financial reporting and reporting on predetermined objectives. 

Fraud prevention 

Segregation of duties to prevent fraudulent data and asset misappropriation is not adequate. 
Interna! audit 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of interna! control over financial and performance reporting. 

Audit committees 

The performance reports are not reviewed prior to submission for audit. 



Polokwane 


30 November 2010 




AUDITOR-GENERAL 

SOUTH AFRICA 

Audilino lo build oubiic confidence 



